Development of Modern Macroeconomics：An Expository Note by SAITO, Makoto
Title Development of Modern Macroeconomics：An ExpositoryNote
Author(s)SAITO, Makoto

















Macroeconomists , however , donotnecessarilyagreethatthespeedofthe
nominalpricea司justment isthemostimportantdimensionofmacroeconomicmodｭ
els. EvenamongmodernKeynesians , theyhaveaverydifferentattitudetowards
modelingpricerigidities. BallandManki¥:Vl)takeatraditionalKeynesianstance
wherenominalrigiditiesarethemostessentialpartofmacroeconomics. Howitt 2) ,
ontheotherhand , arguesthattraditionalKeynesiansmakeafundamentalmistake
inthattheysticktopricerigidities. LecturesonMacroeconomicsbyBlanchardand





When microeconomic foundations , in particular the rational expectations
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Severalnewdimensionsotherthanpricerigidities , however , havebeenemphaｭ
sizedsinceabasicmacroeconomicmodelwasswitchedfromtheIS-LMframework







canbeclassified. Thefirstdimensioniswhethermodelsare histo ワ-d ，ψendent or
future-d ，ψendent. Here , wecallaneconomyhistory-dependentwhenthecurrentecoｭ
nomicstateiscruciallyinfluencedbyhistoricalcourses.Conversely , aneconomyis
calledfuture-dependentwhenthecurrenteconomyreflectsthefuturepathofecoｭ
nomy. Initially , macroeconomiststhoughtthatthedifferencebetweenhistory-deｭ
pendencyand future-dependencyjustreflectedwhetheragentsweremyopicor

















todescribegoodsmarkets , moneymarkets , bondsmarkets , andlabormarketsina
verysystematicway. Withinthisframework ラassuming fixedprices initially ラthe













history-dependency. Inadditiontonominalrigidities , thismodelpossess
severalimportantfeatures. First , thestandardversionoftheIS-LMmodelis
history-dependent. Underthepriceadjustmentmechanism , thecurrentlevelof
nominalpricesisdeterminedbythepast(typically ラone-period before)conditionof
labormarkets. Furthermore , thecurrentnominalpricedeterminesthepresentconｭ






andinvestment. InthestandardKeynesianmodel ラthe currentconsumptionisa
functionofthepresentand.pastdisposableincome ,whiletheaggregateinvestmentis
influencedbyboththecurrentinterestandcashpositions. Accordingtomicroecoｭ
nomictheories ラthe expectedfuture income , thefutureprofitability , andotherexｭ
pectedvariablesmaypotentiallyinfluenceboththeaggregateconsumptionandinｭ
vestment. Nevertheless , thestandardIS-LMframeworkisverysilentaboutthe
possibilitythatthefuturedeterminesthepresent.
heterogeneousagents. Anotherfeatureisthatdifferentagentsinteract














nologicalconstraints. Then , applyingthesecondwelfaretheoremう new classicals
interprettheresultingefficientintertemporalallocationofconsumptionandtheaccuｭ
mulationofphysicalcapitalascorrespondingtothetime-seriesofmacroeconomic
variablessuchasaggregateconsumptionandtotalcapital. Inotherwords , theyinｭ
terpretmacroeconomicphenomenausingthemicroeconomicnotionofintertemporal
efficiency. Sincemonetaryassetsneverexistinthisframework , neoclassicalgrowth
modelsconcentrateonrealeffectsonmacroeconomy.
future-dependency. Oneofthemostimportantfeaturesisthatthismodel








taindirection. Consequently , thepresentconsumptionandinvestmentchange.
Furthermore , thestandardversionofneoclassicalgrowthmodelsusuallyhasa
singlesteadystate , andthepathfromthepresenteconomytothesteadystateisunｭ
iquelydetermined. Accordingly , thereisnoroomforarepresentativeagentto
chooseoneamongalternativepathstowardsasteadystate. Ifaneconomymoves















agent. Giventheabovefeature , bothfirmsandagovernmentarejustfictitiousenｭ
titiesinaneoclassicalframework.
Reflecti 時that bothfirmsandagovernmentaresu 旬ect tothedecisionofa
representative household , neoclassical growth models generate some neutrality
theoremswith respecttothefunctionoffinancialmarkets. Accordingtothe
Modigliani-Millertheorem , forexample , howarepresentativehouseholddetermines
investmentthroughfirmsiscompletelyindependentofhowfirmsfinanceinvestment.
Here , thefinancialdecisionoffirmsisequivalenttosplitingcash-flowsamongdi 日ι










riskandreturn. Finally , letustakealookatthedeterminationmechan-
ismofinterestrates. Inaneoclassicalframework , returnsonassetsdependontwo
factors , howinvestorsarewillingtosacrificethecurrentconsumptionforbond-holdｭ





Asshownso far , theIS-LM frame 、'\lork contrastswithneoclassicalgrowth
modelsineveryrespect. Theformerishistory-dependent , whilethelatterisfutureｭ












badstartingpointfordescribinghuman behavior , whereasnewclassicalsargued
thatrationalitywasagoodassumption. Thiskindofdebate , howeverラcan neverbe











naivedebateson rationality , andhavemadetremendouseffortstoprovidebetter
modelswithintherationalagentframework. Manyalternativemodelspayserious








futureprofits. Thankstowell-functioningfinancialmarkets , thus , thecurrentecoｭ
nomyreflectsthefutureeconomy.
Whatiffinancialmarketsdonotworkverywell? Forexample , whenaconｭ
sumerfailsinconvincingalenderofthereliabilityofhisfutureincome , alender
maybeveryreluctanttoprovideaconsumerwithmoney. Similarly , ifthereisa
possibilitythatafirmwillcheatoutsidelendersbymisrepresentingprofits , lenders
maynotcontractwithsucha 白rm ， ormaylendmoneyonlywhenafirmownscolｭ
lateralassets. Inthesecaseswherefinancialmarketsrefusetoprovidemoney ,con-
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lationshipbetweentheaggregateandindividualconsumption. Inthiscase , looking
attheaggregateconsumptionisalmostidenticaltolookingattheindividualconｭ








distributioneffects. Forexample , supposethateducationloansareavailableonly
formiddle-incomeandrichclasses. Ifincomearedistributedequallyamongconｭ
sumers , manypeoplehaveaccesstoeducation. Ataggregatelevels , humancapital









mail , thelargerbenefittheycangetfromusingelectricmail. Theeffectofthenumｭ
berofトmail usersonindividualbenefitsarisesoutsidemarkets. Anexchangenetｭ
workwithmoneyasamediumofexchangehassimilarnetworkexternalityaswell.









searchactivitiesforexample , theremaybetwosteadystates , anequilibriumwith
highemploymentwherebothfirmsandworkerssearchactivelyandonewithlow




particularsteadystateischosen. Inotherwords , microeconomicrationalityishelpｭ
lessinchoosingoneamongmultipleequilibriumpaths.
Inthepresenceofmultiplicity , thus ,factorsotherthanrationalitymayplayan








Inaddition , multiplicitymaygiveanotherinterpretationtotheKeynesianno ・
tionofnominalrigidities. Itisknownthat , whenstrongexternalityispresentina
transaction network , pathsofnominalpricesareofteninfinitegivenaprocessof
moneysupply. Inthiscase , fixingnominalpricesmaybeinterpretedastheselecｭ
tionmechanismofcontinuumequilibriumpathsofnominalprices.
Whatshouldbeemphasizedhereisthatnon-rationalfactorssuchashistory ,




























lassicalgrowthmodels , al countriesshouldhavetheidenticalsteadystate , sayin
termsofper-capitaoutput.Inotherwords , per-capitaoutputswilleventuallyconｭ
vergetotheidenticallevelacrosscountries. Thegrowthexperienceofdeveloped




Inresponsetotheabove inconsistency , newclassicalspresentnewgrowth
theories , orso-calledendogenousgrowthmodels.Toendogenizegrowthmechanism ,
theyincludemanyelementsdiscussedinSection5, 6, and7(imperfectfinancial
markets , heterogeneities , externality , andnon-priceinteractions). Theseelements
whichoftenmakemacroeconomicmodelshistory-dependentarenowusedtoreｭ





appear. Asdiscussedbefore , ontheotherhand , predictionspeculiartotheIS ・LM
frameworkmaybereconcilablewithmicroeconomicrationality. Asaresult , itis
veryhardtoclearlydifferentiateneoclassicalfeaturesfromKeynesianfeaturesatthis














ticalresearchtogofurther. Asdiscussedabove , aliquiditypremiumisve 町diferent fromanequity
premium. Thelatterisarewardforgivingupsafereturns ,whiletheformerisarewardforloosingfleｭ
xibilityofportfolios;whenaportfolioisswitchedfromliquidassetstoilliquidones , aninvestorlooses
flexibilityinrebalancingaportfoliointhefuture. Inthissense , liquidityisveryimportantwhenmuch
uncertaintyisyetresolved. Investorsmayholdliquidassetsuntiluncertaintyisresolved , andtheywill
laterswitchtoilliquidinvestmentssuchaslarge-sizedfixedinvestmentwhenuncertaintyisfixed
